International 
Marketing Information 
Series 


— 


ns 


Foreign Economic Trends 
and Their Implications 
for the United States 


FEBRUARY 1988 
HONDURAS 


FET 88-17 
Frequency: Annual 
Supersedes: 85-103 


PREPARED BY 
AMERICAN EMBASSY TEGUCIGALPA 


vy 

f WY 
LD £ 
States of © 

U.S. DEPARTMENT OF COMMERCE 

International Trade Administration 

Washington, D.C. 20230 


Available by subscription trom the Superimendent of Documents. GPO. Washington, D.C. 20402. Annual subscrip- 
tion, $49.00. Foreign mailing $13.25 additional. Single copies, $1.00, avaliable trom Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





HONDURAS: KEY ECONOMIC INDICATORS 


All Figures in millions of U.S. dollars unless otherwise noted 


Official exchange rate as of 1984 1985 ' 1986 1987 
Oct-87: 1 US$ = 2 Lempiras 


(Prelim) (Proj) 


ECONOMIC GROWTH 
GDP at Current Prices 3231.0 3488.5 3782.5 4010.0 


GDP at Constant 1978 Prices 2087.5 2154.0 2213.0 2305.5 
Population (1,000's) (mid-year) 4231.6 4372.5 4508.0 4747.8 


GOVERNMENT FINANCE 

Central Government Budget 

Current Revenues ; 

Current Expenditures 

Capital Expenditures and Net Lending 
Deficit 

Public Sector Debt Outstanding 
Domestic Bonded Debt 

External Debt (including guarantees 
assumed by the government) (*) 

Public Sector Debt as % of Current GDP 


ee 
WN On & =~! 


ges 


a 


S 
wh nou 
= S Www 
mw 


MONEY AND PRICES: (As of 12/31 each year) 


Currency in Circulation Plus Demand 416.0 
Deposits 

Time, Savings, and Other Bank Deposits 655.0 
Consumer Price Index (1978 = 100) 178.9 


BALANCE OF PAYMENTS 


Net International Reserves 

(Consolidated Banking System) -132.7 
Net International Reserves 

(Central Bank of Honduras) -102.1 
Current Account Balance -341.7 
Debt Service Ratio (Public Sector and 

Publicly guaranteed debt service as 

% of exports of goods and services) 29.3% 
Total Exports Goods and Services 918.2 
Merchandise Exports to the U.S. (FUB) 393.2 
Total Exports by Product Category 

Bananas 


Coffee 

Shrimp and Lobster 

Lumber 

Refrigerated Meat 

Metals (lead, zinc, silver) 
Sugars 

Total Imports of Goods and Services 
Imports of Goods (CIF) from U.S. 
Petroleum Imports 

Trade with CACM 

Exports (FOB) 

Imports (CIF) 

Capital Account: Net Inflows 230.9 


SOURCE: Central Bank of Honduras, International Monetary Fund and USAID/UEPA 
staff estimates. . 
NOTE: (*) Includes short-term debt. 





SUMMARY * 


Honduras’ agricultural-based economy experienced positive growth in 
1986, but overall performance was uneven and fundamental problems 
remain. Preliminary estimates put 1986 real growth at a respectable 
3 percent; but per capita growth was at best zero and probably 
negative as population increases, estimated at 3 percent higher, 
once again outspaced economic growth. Prices remained relatively 
stable with an increase in the consumer price index of 4.4 percent 
over the previous year, but investment remained stagnant, and 
savings continued to decline. Honduras’ trade and current account 
balance improved during 1986 due to higher international coffee 
prices and lower petroleum prices, but external debt servicing 
payments as a percentage of export earnings grew to over 30 percent, 
and the accumulation of external debt arrearages increased 
substantially. 


Economic performance during 1987 will probably remain much the sane 
as in 1986 although it will be more difficult to do so. Record 
levels of U.S. and other external assistance should continue 
offsetting deficits in trade and other accounts with the result that 
real growth will remain at or near the 3 percent level of 1986. 
Similarly, the rate of price increase should remain below 5 percent 
for the year. International coffee prices, near historic lows in 
1987, however, contributed to a decline in exports of 12 percent 
during the first quarter of the year compared with the first quarter 
of 1986. The closure in April of El Mochito Mine, an important 
foreign exchange earner, will also put pressure on the trade 
account. Close adherence to the Azcona administration's economic 
stabilization program resulted inter alia in a significant reduction 
of the government's expenditure/revenue gap in 1986; the fiscal 
deficit of the nonfinancial public sector as a percentage of GDP 
declined from 8.9 percent in 1985 to 6.3 percent in 1986. However, 
as the country's lively and vibrant democracy moves into high gear 
in preparation for presidential elections, still 2 years away, there 
have been mounting pressures, which will undoubtedly become more 
irresistible to the country's politicians and decision-makers as 
time goes on, to increase expenditures and to reduce revenues. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Honduras recorded positive growth in GDP during 1986 for the second 
consecutive year in both nomiral and real terms--a trend which is 
expected to continue throughout the rest of 1987 and into 1988. 
Real GDP growth of 3 percent during 1986, however, was offset for 
the eighth consecutive year by a rate of population increase of 3 
percent or higher resulting in further decline in per capita 
income. At a rate of 4.4 percent, inflation remained moderate 
1986, and nominal money supply increased by 8 percent. ‘the 
Maintenance of sustained growth for the balance of the year and 


*This report was prepared in November 1987. 
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beyond is somewhat less certain, however, given the persistence of 
underlying structural problems; for example, fiscal deficits, 
exchange rate disequilibria, continued dependence on a few 
traditional export commodities, pervasive state participation in 
economic activity and the lack of foreign and domestic investment. 


Production, Consumption, and Investment: ‘The agricultural 
sector--which accounts for about 26 percent of GDP, showed real 


growth of 1.9 percent during 1986, compared to real growth of less 
than 1 percent in the manufacturing sector (13 percent of GDP). 


Agriculture remains Honduras' most dynamic productive sector. 
Increases in production in 1987 are anticipated at about 3 percent 
over 1986 as a result of strength in basic grains, especially corn 
and beans. Further coffee production growth appears likely and the 
re-introduction of ICO coffee quotas should result in a moderate 
rise of world market prices in coming months. Following several 
years of stagnation, production of bananas and forestry products is 
increasing, although the full effect of growth in these areas on 
income and exports will probably not be evident in 1987. 


There have been indications of renewed growth in the industrial 
sector as well in 1987, especially in textiles and cement. However, 
the closure of El Mochito Mine has seriously handicapped mineral 
production. The mine is expected to reopen later this year under 
new management, but like banana and wood products, the effects of 
renewed flows of zinc, silver, and lead exports will probably not be 
felt until late 1988. 


Real rates of increase in private and public consumption of 2.8 
percent and 5.2 percent, respectively, coupled with the higher value 
of coffee exports contributed to sustained growth during 1986 and 
tended to offset a significant decline of 27.5 percent in public 
sector investment over the previous year. ‘The factors contributing 
to consumption in 1986--increased government expenditures, including 
increases of public sector salaries, and increased cottee 
earnings--are not applicable in 1987. In fact, anecdotal evidence 
and very preliminary estimate suggest some components of demand way 
have softened considerably in 1987. Growth of public sector 
investment could be near zero and that of the private sector could 
remain stagnant only at about what it was a year earlier. Rates of 
real private consumption will decline to 2.3 percent, although 
public sector consumption is expected to rise by nearly 7 percent 
during the year. 


Foreign Trade: Honduras' merchandise trade deficit was reduced to 
$56.5 million compared to a deficit of $164 million a year earlier. 
This was a result of increases in exports of about 13 percent to 
$891 million while imports decreased by 0.6 percent to $947.5 
million. The major components of the 1986 trade performance were 
increases in the value of coffee exports (up 74 percent over 1985) 
spurred on by high world prices and declines in the value of 
petroleum imports (down 43 percent from 1985). 
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The situation in 1987 has not been as favorable. Exports for the 
first quarter show a decline of 12 percent over the first quarter ot 
1986, and forecasts for the year anticipated exports to decline by 
about 9 percent over 1986. These decreases can be explained by a 35 
percent or $80 million decline in coffee export revenues caused by 
historically low world coffee prices, a 20 percent decline in sugar 
export revenues caused by a reduction of the U.S. sugar quota and 
depressed prices elsewhere in the world, stagnation of forestry 
products and other so-called nontraditional exports, and the 
cessation of lead, zinc, and silver exports caused by the closure in 
April of the El Mochito Mine. 


In the meantime, growth in imports in 1987 is expected to grow 2 
percent over 1986. Import softness is attributable to general 
softness in the economy and in new investment in particular, to 
restrictive import policies and to the shortage of official toreign 
exchange to pay for imports. 


Balance of Payments: The improvement of the trade account in 1986 
contributed to an improvement in the deficit in Honduras’ current 


account, a reduction to $270.4 million in 1986 from $354 million a 
year earlier. A reduction in the services account, and, more 
importantly, significant positive net transfers, principally in the 
form of U.S. economic assistance, contributed to improvement of the 
current account deficit. Improvements in the current account 
contributed in turn to preservation of international reserves. 
Without those improvements official claims against reserves 


amounting to about $114 million would otherwise have put the current 
account deficit near its 1985 level of $341 million with a 
corresponding loss of reserves. Instead the reserve position 
improved by about $15 million during 1986. 


The certain worsening of the trade account in 1987 and the adverse 
impact on the current account deficit underscore the importance of 
United States economic assistance in maintaining the Honduran 
economy. The dependence upon foreign economic assistance, 
particularly from the U.S., demostrates in turn the vulnerability of 
the Honduran economy and fundamental disquilibria that underlie the 
economy. In the short term, the possibilities for improvement 
separate from external flows are limited and unattractive: 
-contraction of imports, including essential imports, the further 
accumulation of debt arrearages, and the more restrictive rationing 
of foreign exchange. The accumulation of commercial and other debt 
arrearages had already increaseu by 10 percent by mid-year. 
Notwithstanding the continuation of U.S. and other assistance and 
the exercise of short-term options, the loss of reserves by the end 
of 1987 will probably be higher than at the end of the last year, 
perhaps on the order of $9 million. 


Exchange rates: An overvalued Honduran currency (L.2.00 = $1.UU) is 
widely considered to be a fundamental obstacle to the country's 
economic growth. It hurts Honduras' trade with its neighbors; it 


puts exports at a disadvantage with competing products from 
neighboring 
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countries; it acts as a disincentive to foreign investors who can 
get more for their dollars in neighboring countries with their 
softer currencies in the way of local goods and services; and it 
encourages large-scale contraband. On the other hand, the 
Maintenance of the exchange rate has become a political issue, based 
in large part on the fear--not altogether unfounded--that a 
devaluation would evoke uncontrollable price increases. Insistence 
that the official exchange rate parity remain unchange has made it 
difficult for Honduras to reach a standby agreement with the 
International Monetary Fund (IMF) and ditficult to access 
large-scale developmental assistance from the World Bank. 


Pressures on the lempira during 1986 were weak because ot 
satisfactory trade performance. In fact, lessening pressure 
resulted in a decline in the so-called parallel rate trom a high 
early in the year of L.2.8U0 to the dollar to only L.2.35 by the end 
of December. The current rate is L.2.40, no doubt reflectiny 
continued soft demand for imports and sufficient funds to supply the 
parallel exchange market. This rate and the conditions producing it 
are expected to prevail throughout the rest of the year and into 
1988. 


Public Finance: The overall budget deficit of the consolidated, 
nonfinancial public sector declined significantly in 1986 to L.473 
million or to the equivalent of 6.3 percent of GDP as a result of 
reductions in capital expenditures of about L.187 million or 26 
percent over 1985 or about L.152 million. This was accomplished in 
spite of increases in tax collection of only L.5 million and 
increases in current expenditures of L.28 million. ‘The increases in 
current expenditures were the result of wage increases for public 
employees averaging 3U percent, personnel increases, increases in 
interest payment on public debt reaching L.200 million, and the 
introduction of subsidies for certain export products. 


Notwithstanding its reduction in 1986, at 6.3 percent of GDP the 
fiscal deficit poses an obstacle to the long-term stability ot the 
economy. Moreover, it is not altogether clear that the deficit can 
be contained at that level, let alone be reduced. ‘The government is 
addressing the problem by improving tax collections and tax 
administration, but it is resisting the imposition of broad new 
sources of revenue. Certain revenue measures such as the collecting 
of highway tolls have run into strong opposition from specialized 
interest groups and their political allies. Finally, there appears 
to be no present inclination to eliminate export subsidies on 
products such as coffee, meat products or cotton, again for apparent 
political reasons. Against this background, the 1987 deficit will 
clearly widen. 


Monetary Situation: As has been the case in previous years, the 
monetary situation remained under controls and restrictions. ‘his 


is not altogether surprising given the fact that the monetary 
aggregates represent the only effective area in which the Honduran 
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authorities can operate in the face of their reluctance or inability 
to control fully the fiscal situation. During 1986 money and 
quasi-money increased at a rate of 11.6 percent--3 percentaye points 
above the nominal rate of growth for the year of 8.4 percent. ‘rhe 
components of money growth consisted of increases in money supply ot 
8.6 percent, dramatic increases in demand deposits over the previous 
year, and of increases in quasi money of 13.4 percent, the apparent 
result of diminished expectations of a devaluation and the 
continuation of high real interest rates. Credit expansion to both 
the private and public sectors grew by 7.2 percent during 1986, 
keeping pace with nominal growth for the year. In line with 
government policies of stimulating investment, credit to the private 
sector increased by 8.2 percent over the previous year compared to 
only 5.2 percent to the public sector. It is usetul to note that 
credit to the central government, as opposed to the entire public 
sector including the decentralized agencies, grew by 14 percent over 
1985, clearly the lion's share of credit to the public sector. this 
has not been without cost, however. Normal credit requirements of 
the decentralized agencies were largely unfulfilled, the agencies 
made unusually high deposits of funds with the banking system, and 
the remaining credit was employed by the central government to cover 
the deficits in the fiscal accounts. The process provides an 
illustration of monetary financing of fiscal shortfalls and 
underscores the fundamental delicacy and fragility ot the Honduran 
financial situation. 


The situation in 1987 remains much the same. ‘There will be some 
expansion of credit--albeit under continued control--as well as 
additional pressures for even greater expansion. ‘the Honduran 
authorities have fixed absolute amounts of net credit to the public 
sector for the year, have established ceilings on overall credit 
expansion and will encourage gradual reduction of interest rates to 
foster private sector borrowing. Given the imbalances in and the 
resulting strains on the system, coupled with softness in both the 
domestic and external sectors, continued stability of the monetary 
aggregates will become increasingly difficult to achieve. 


Foreign Assistance: Foreign economic assistance has played a key 
role in sustaining the Honduran economy and in raising the quality 
of life in Honduras. ‘the United States is the largest international 
donor followed by the Inter-American Development Bank. In 1987 U.S. 
assistance, including PL480 commodity shipments and Honduras" share 
of one-time supplemental assistance to the Central American 
democracies, reached $196.4 million. For FY 1988, $159 million has 
been requested. It is important to note that U.S. economic aid to 
Honduras has consistently been two to three times that of U.S. 
military assistance. In FY 1987, for example, Honduras received $6U 


Million in military assistance, and $81.5 million has been requested 
for FY 1988. 
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Balance-of-payment support accounted for about half of U.S. economic 
aid in FY 1987, project’ assistance 37 percent, and food aid 12 
percent. One-third of the project assistance is in the social 
sectors and the remainder in the productive sectors. Grants now 
represent 92 percent of U.S. economic aid and the balance in soft 
loans of 40 years with a 10 year grace period at rates of 2 percent 
during the grace period and 3 percent thereafter. 


Honduras has been without a standby agreement with the International 
Monetary Fund since 1985 when negotiations for an agreement and a 
stabilization program foundered on the issue of devaluation. In the 
absence of an IMF agreement or stabilization program, the World Bank 
in turn has been reluctant to provide sectoral aid or so-called 
structural adjustment lending. The situation has left the U.S. and 
the Inter-American Development Bank as virtually the sole suppliers 
of Honduras' development financing, and both the Fund and the World 
Bank as Honduras’ principal creditors because of payments on past 
loans. U.S. and other external sources of assistance are covering 
gaps in payments and financial accounts leaving relatively little 
left over for effective long-term development efforts. 


During recent months, however, Fund representatives have indicated a 
new willingness to consider a standby agreement without insisting on 
devaluation as a prerequisite. Recent talks between Honduras and 
the Fund have apparently focused on the need to increase government 
revenues to reduce the fiscal deficit and on greater: exchanye rate 
flexibility as opposed to out-right devaluation. Honduras is 
apparently willing to consider new revenues and to permit broader 
access to the so-called parallel exchange market under transparent 
conditions. Should agreement ultimately be reached --and any such 
agreement will be concluded many months in the future--the 
implications for Honduras in terms of dramatic increases in economic 
assistance and sustained growth are extremely favorable. 


The Investment Climate: Although the Honduran constitution is 
unduly restrictive in connection with foreign direct investment, 
government practice has consistently been to maintain an open door 
to such investment. The country's largest and most productive 
enterprises are U.S.-owned, and several smaller U.S. firms are 
considering adding or have already added to their investments. 


Foreign firms, whether wholly owned or joint ventures enjoy national 
treatment. 


In recent years, the government has sought to attract new foreign 
investment in citrus, pineapples, fresh and frozen vegetables, 
petroleum exploration, mining, wood products, tourism, shrimp 
farming, metalworking, apparel and electronics assembly. The 
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U.S. Agency for International Development (USAID) has assisted in 
the establishment of two technical assistance organizations, the 
Foundation for Business Research and Development (FIDE) and the 
Honduran Federation of Agricultural Producers and Exporters 
(FEPROEXAAH) to develop and promote nontraditional exports and to 
assist potential investors. 


The Honduran Government has recently established a one-stop center 
for potential foreign investors which should be fully operational in 
early 1988. The government also permits duty-free import of 
materials and equipment for varying periods of time to firms 
qualifying under laws designed to promote economic development and 
exports. A Free Zone located in Puerto Cortes offers basic 
facilities for export-oriented manufacturers and exemptions from all 
Honduran taxes and foreign exchange restrictions. The Honduran 
Congress recently passed legislation to authorize the establishment 
of more such zones elsewhere in the country. 


Honduras has no general foreign investment code, and each potential 
investment is considered on a case-by-case basis. Honduras’ open 
door policy and its good intentions towards foreign investment are 
often thwarted by a lack of coordination and by conflicting goals 
among relevant government agencies. Bureaucratic inefficiency and 
seemingly endless and conrlicting procedures contribute to a sense 
of frustration on the part of potential and existing investors. 
Fortunately, the highest levels of the government are aware of this 
situation and are seeking ways to improve it. 


IMPLICATIONS FOR U.S. BUSINESS 


Business Opportunities: Notwithstanding continued softness in 
consumption and imports, continued U.S. economic assistance, 
potential flows from the IMF and World Bank, and greater attention 
to the region under the Caribbean Basin Initiative offer limited but 
promising opportunities for U.S. exports. ‘The need for U.S. spare 
parts and machinery as well as agricultural and industrial inputs 


remains strong, and U.S. industrial and consumer products are 
popular. 


Attractive investment and joint-venture opportunities are 

available. The Caribbean Basin Initiative offers potential to 
American investors who can reduce production costs and take 
advantage of tariff incentives. Several operations located in the 
Puerto Cortes Free Zone and elsewhere in Honduras have taken 
advantage of the drawback provisions of Sections 8U6 and 807 of the 
U.S. Tariff Schedule. Honduras would appear to be a natural market 
for U.S. products as well as for U.S. offshore production due to its 
proximity to the United States, Honduras’ port facilities, and the 
high regard Hondurans have for U.S. products and for Americans. 
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Import Regulations and Exchange Controls: Acute foreign exchange 
shortages, and resulting restrcitions on the use of foreign exchange 


have resulted in a complex exchange regime. Imports are divided 
into five categories arranged in descending order of priority. All 
imports must be approved in advance by the Central Bank. Prior 
local currency deposits bearing no interest for 100 percent of the 
value of imports are a general requirement of the country's 
commercial banks. 


Even with import restrictions, the Central Bank chronically has 
difficulty in maintaining sufficient foreign exchange to assure 
prompt payment of importers' obligations. Americans and other 
foreign exporters routinely experience delays of several months to a 
year while their Honduran customers wait for the bankiny System to 
provide dollars against their local currency deposits. this 
Situation appears to be worsening as accumulation of debt arrearayes 
have increased by 10 percent so far this year. Importers who have 
sufficient foreign exchange without recourse to the banking system, 
generally obtain import permits within a few days. Importers of 
so-called luxury goods, who are denied official foreign exchange 
from the banking system, can receive import permits upon proving 
they have sufficient foreign exchange of their own. ‘The source of 
such foreign exchange are retained export earnings or, more likely, 
the retained earnings of others obtained through the intermediation 
of the unofficial but tolerated parallel market. Unofficial 
estimates indicate that nearly 20 percent of the country's official 
imports are financed by the parallel exchange market. ‘the current 
rate in the parallel market is L.2.40 to $1.00. 


U.S. Trade Programs: There are presently two Trade and Development 
Programs (TDP) feasibility studies underway in Honduras. One, for 
$535,000 for the Government of Honduras water company SANAA done by 
Camp, Dresser and McKee, Inc., calls for the eventual construction 
of a 170 ft. high, roller-compacted concrete (RCC) dam, a water 
treatment plant and about 5 1/2 miles of water supply line. total 
cost is estimated at $15.8 million for the dam and $17.6 willion for 
the treatment plant and pipeline. the second TPD grant was for 
$530,000 granted to Empresa Nacional de Energia Electrica (ENEE) to 
update previous feasibility studies of the Naranjito Hydroelectric 
Power Project. Bechtel Corporation won the bid and has recommended 
a new site for the dam which requires additional work, such as, 
drilling, soil sampling, etc. and an additional $100,0U0 to finish 
the feasibility study which was provided September 30, 1987 in an 
amendment to the original contract. Estimates of the total value of 
the project itself have not yet been made. 
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The U.S. Export-Import Bank (Eximbank) will not consider presently 
financing projects in Honduras due to interest and principal 
arrearages on past loans made to government owned enterprises such 
as HONUTEL (the Honduran telephone company) and Cementos de 
Honduras. These arrearages have been a problem since 1984 and it is 
doubtful if the Honduran authorities will wake thew current any time 
in the near future. 


Under its Trade Credit Insurance Program (TCIP), Eximbank provides a 
$35 million credit line which is managed in Honduras by USAID. ‘this 
is for short-term credit of 180 days for U.S. raw materials 

imports. Honduran importers must go through their local commercial 
banks for this credit which is guaranteed by the Honduran Central 
Bank. Recently, some local banks have been hesitant to use this 
line (several do not offer it at all) since the Central Bank has 
increased the amount of foreign exchange earnings which the banks 
must turn over to the Central Bank from 30 to 60 percent. Even this 
credit line has had arrearages of up to 120 to 18U days. 


Best prospects for U.S. Exporters: Plastic resins, paper and 
paperboard, transportation equipment, organic chemicals, 


agricultural chemicals, and health care equipment and supplies. 


Best Prospects for U.S. Investors: Shrimp farming, Wining, tourisw 
(Bay Islands), wood products; agri-industry (food processing), 
agriculture (winter fruits and vegetables and citrus), other 
assembly industries (electronics), fishing (scalefish, shrimp and 


lobster) and fish processing, and garment/apparel assembly (shirts, 
blouses, and jeans). 


Best Prospects for U.S. Importers: Lumber, wood products, apparel 
(shirts and jeans), arr eer eure! products, winter fruits and 


vegetables, shrimp, scalefish, and lobster, minerals. 





1988 U.S. 
INDUSTRIAL 


The U.S. Government’s Best-Selling 
Business Reference Book 


¢ Official Department of Commerce forecasts 
for over 350 industries 


e Year-ahead and 5-year forecasts and 
industry-by-industry reviews 


e 650 pages of outlooks and historical summary 
by over 100 skilled industry analysts 


e Vast data base—tailored for business and 
investment planning 


Order the completely new 
1988 edition now. 


MAIL THIS FORM TO: Superintendent of Documents, Washington, D.C. 20402 


Please send_______— copies of the 1988 U.S. INDUSTRIAL OUTLOOK (SN 003-009-00522-1) 
at $24 per copy to: 





Total Enclosed (Check/Money 
Order) 





illidisaiaien Charge my: = —ae Account CL] VISA 





Account Number Expiration Date 





ZIP Code Signature 


























